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Microsoft Corporation is a global technology
leader developing software, cloud services, and
devices. Its core businesses span productivity and
enterprise software (Microsoft 365, Dynamics,
LinkedIn), cloud and server solutions (Azure,
GitHub, enterprise services), and personal
computing, including Windows, Surface devices,
gaming, and digital advertising, serving consumers
and enterprises worldwide.
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We are only at the beginning phases of AI diffusion
and already Microsoft has built an AI business that is
larger than some of our biggest franchises," said
Satya Nadella, chairman and chief executive officer
of Microsoft. “We are pushing the frontier across
our entire AI stack to drive new value for our
customers and partners.

For Q3 2026, the company expects revenue of $80.65-$81.75
billion.
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Margin and Efficiency Analysis

Expectation Analysis

USD ($) Q2 2026 ESTIMATE BEAT/MISS

REVENUE 81.27B 80.30B 1.20%

EBITDA 47.50B 47.40B 0.10%

EBIT 38.28B 36.50B 4.90%

EPS (adjusted) 4.14 3.92 5.70%
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Microsoft delivered a strong Q2 2026 performance, with revenue rising
17% year-on-year to $81.3 billion (15% constant currency), driven primarily
by accelerated cloud and AI adoption across enterprise and consumer
workloads.

Operating income increased 21% year-on-year to $38.3 billion, reflecting
operating leverage from higher cloud mix, disciplined cost management,
and scale benefits despite elevated AI-related investments.

GAAP net income surged 60% year-on-year to $38.5 billion, supported by
stronger operating performance and favorable investment-related gains,
while non-GAAP net income grew a solid 23%, underscoring core earnings
momentum.

Microsoft Cloud revenue crossed $51.5 billion, growing 26% year-on-year
(24% constant currency), highlighting sustained enterprise demand for
Azure, data, security, and AI-driven cloud services.

Intelligent Cloud segment revenue grew 29% year-on-year to $32.9 billion,
led by Azure and other cloud services, which expanded 39% year-on-year
(38% constant currency), reflecting strong AI workload migration and
consumption growth.

Productivity and Business Processes revenue rose 16% year-on-year to
$34.1 billion, driven by Microsoft 365 Commercial cloud growth of 17%,
Microsoft 365 Consumer cloud growth of 29%, and Dynamics 365 growth
of 19%.

LinkedIn revenue increased 11% year-on-year, supported by steady hiring
activity and engagement, while Dynamics 365 benefited from continued
demand for cloud-based ERP and CRM solutions.

More Personal Computing revenue declined 3% year-on-year to $14.3
billion, as weaker Xbox content and services (down 5%) offset modest
growth in Windows OEM and Devices and a 10% increase in search and
news advertising.

Gross margin expanded meaningfully, with operating margin supported by
higher-margin cloud services and improved infrastructure efficiency, even
as AI-related depreciation and operating costs increased.

Capital returns remained robust, with Microsoft returning $12.7 billion to
shareholders through dividends and share repurchases in the quarter, up
32% year-on-year, reflecting strong cash generation and balance sheet
flexibility.



C
oncerns Raised

Elevated capital expenditure and infrastructure spending to support AI
diffusion pose near-term margin risks, particularly if revenue realization
from AI services lags the pace of investment.

Heavy reliance on Azure and cloud growth concentrates earnings
sensitivity to enterprise IT spending cycles and competitive pressure
from hyperscale peers, potentially impacting growth durability.

Weakness in the More Personal Computing segment, especially gaming-
related revenues, highlights exposure to discretionary consumer
spending and ongoing platform competition.

Regulatory scrutiny, data privacy risks, AI governance concerns, and
geopolitical uncertainties remain structural risks that could affect costs,
operational flexibility, and long-term valuation multiples.

OUR INSIGHT

Microsoft delivered a strong Q2 2026 performance, underpinned by
robust AI integration and continued momentum in Azure and Microsoft
Cloud. OpenAI partnerships contributed significantly to earnings, while
cloud adoption accelerated across enterprise and consumer segments.
However, investor caution emerged due to elevated AI spending and
signs of slowing cloud growth, which weighed on shares post earnings
release. Long-term, Microsoft’s leadership in AI and cloud services
positions it for sustainable growth, but key watch-outs include
execution risks, competitive pressures from other Big Tech, and the
capital-intensive nature of its AI investments.
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INSTITUTIONS

DISCLAIMER:

Savest Financial Services Limited (“Savest Financial”), a SEC-registered investment advisor in Nigeria, provides this report strictly for

informational purposes. This material does not constitute an offer, solicitation, or recommendation to buy or sell any security or

investment product. The information contained herein is based on sources believed to be reliable; however, Savest makes no

representation or warranty, express or implied, as to its accuracy or completeness. Opinions and estimates reflect the judgment of

Savest as of the report date and are subject to change without notice. Past performance is not indicative of future results.

At the time of this analysis, Savest Financial model portfolios has a position in this company stock. Neither Savest nor any of its

representatives accepts any liability for any direct or consequential loss arising from the use of this report or its contents.
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